TESTIMONY OF JOE MAREADY

2 FOR

3 THE SOUTH CAROLINA PUBLIC SERVICE COMMISSION
4 DOCKET NO. 94-148-W/S

5 PROPOSED RATE INCREASE

6 IN RE: KIAWAH ISLAND UTILITY, INC.

7

g |@. WOULD ¥Ou PLEASE STATE YDUR NAME, ADDRESS anD

9 |A. My mame 1is Joe Maready and I reside in Irmo, South

10 Carclina. I am emploved by the South Carclina Public

11 Service Commission as a Public Utilities Accountant. My
12 business address i= 111 Doctorse Circle, Columbia, South
13 Carolina 29203.

14 |G- WOULD YOU PLEASE STATE YDUR EDUCATIONAL BACKGROUND AND

15 YOUR EXPERIENCE?

16 | A I received a B. 5. Degree imn Beneral Business from the
17 University of Narith Carclina at Chapel Hiil and haves

18 taken over thirty samester hours in Accounting at the
19 University of Scuth Carolinz. I was emploved with this
20 Commission on August 12, 1870 Since that tims, I havs
21 testified in at least fiftv-threse {(33) rate casss

22 involving electric, gas, telephone, water, sawer, radio
23 common carriars, general commodities. bus and housshold
24 goods companies.

25 (8. WHAT IS THE PURPOSE OF YOUR TESTIMONY INVOLVING KIAWAH
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ISLAMD UTILITY, IMC.?
The purposs of my testimony is to present Staff’s
findings and recommendations resulting from our review of
the books and records of the Company. The results are
set forth in the Commission Staff Report which includes
attached exhibits.

IN CONNECTION WITH YOUR TESTIMONY, DID YOU PREPARE OR
CAUSE TO BE PREPARED CERTAIN EXHIBITS?

Yes, the Accounting Staff has prepared Exhibits A through
A-3 and they are included in the report.

MR. CHAIRMAN, I WOULD LIKE TO MOVE ACCOUNTING EXHIBITS &
THROUGH A-3 INTO THE RECORD AT THIS TIME. HMR. FAREADY,

D YOU NOW EXPLAINM EXHIBIT AY?

[
ped

L

fas. Ths Companvy’ = cosrating margins for the tast vear
ended Decembesyr 321, 1993 zre presentsd in Exhibit A
The book balancss for bDoth watsr and sewer operations
were varified to the Compoany’'s records during the

examination by the Accounting Staff, with the sxception
of customer growth, shown on Exhibit A-2. Operating
margin on total operations for the test vear is 0.07%.
Accounting and pro formza adjustments were made to
normalize per book operations resulting in an operating
maragin of (2.48%). The Company is proposing rates that

will produce total additional revenues of %487,724 (See

Report of Utilities Department, Exhibit B, for the

k2
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proposed revenues). After the proposed incresases ar

n
14

added to the adjusted amounts, operating margin increases
to B8.374 on total operations. Also shown on lines 47-57

of this Exhibit is the Company’‘s original cost rate base.
WOULD YOU EXPLAIN THE ADJUSTMENTS IN EXHIBIT A-1 THAT YOU

CARRY FORWARD TO COLUMNS 2 ANMD 4 OF EXHIBIT A2

Exbhibit A-1 includes adjustments progosed by both the
Accounting and Utilitiss Deparitments. Thiz e=plamnation

Company and are sponsored by ths Accounting Department.
A1l numbers shown in parentheses are decreases while
numbers not in parentheses are increases. References to

Item MNumbers are shown 1n the far left column of Exhibit

A-1.

Item No. 3., DHEC Recoupment Fees ($7.,774) and Item No.

10, DHEC pass-—-through expenses ($7.,.091)

State law allows the utilities in South Carolina to bpas=z
on to the customers, as a separate billing item,
inspections paid to the Department of Hezlth and
Environmental Control (D,H.E.C.}). ESince thsse rawvanues
and expenses are ot under the jurisdiction of this

Commission, S5taff oroposed

Item Bo. 7, Purchassd Hater, {£2.288%

In August of the test year, Johr‘s Island Water Compary,

-3~
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the supplisr of potable watsr to Hiawah, resasssssed th
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utility for prior administrative costs. A portion of *
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retroactiv ree (3)Y months of 1994, &

et

during the test vear, the price of water per *thousand

Ias

=
It

[in]

allons increased from $1.4240 to $1.443%9. Using

1]

gallons purchased during the test year and applying the
increased cost/thousand gallons resulted in a decrease in
the costs of potable water by $£2,288.

Item No. B, Salaries Increase. $47.736. Throughout the

Company’s Application and Company responses to
interrogatories, there are references to upgrading the
employees’ salaries by 13-14% during 19946. For the

two-week period ending Octeober 14, 19%4&, employees were

- S - ; - — A M S : ac Do £ F
granted pay increases of varving pevrcentages. Staft
- P L G s i e e S oo - L [ N B -1 J—
annualized the new wagss for an ingreass, which imcludes
+ =T Towve = i ™ f Crnri1=} Camyiim gty Il i - T
thge Emplioyer s porTion o SOC13aiL oedurliTy CosTE. o7
¥547,7345. This opraocsdurs comoliss with previous decisions

of the Commission.

Item No. P, Hanagsement Fses., {($464,.000).

In Kiawah’s prior rate case, Docket Number 22-192-W/5,
Order Number 92-1030, dated December 13, 1992, the
Company’s proposed Management Fee was discussed. At page
26, 1t states "This information wWasS..... Not supported by
time sheets". It further stated "In the future, if the

Company wishes to present similar information concerning

-4 -
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the allocation of such costs to the utility company, tims
sheets and appropriate records should be maintained and
available for inspection'. From the total verbiage of
the Order, Staff believes it is incumbent upon itself to
have the Company provide what information is available so
that Staff can better determine the value of the parent’s
service to 1ts utility subsidiary. Should the

information provided to Staff be imadeguats, th
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employsas of the parent company but did not include time
sheets for the partnsrs or the Board of Directors. Totzl

time accounted for was I2% hours., It is Etaff’s cpinion
that the company has not proven the reasonablerness of the
management fee of $100,000. Im Hilton Head Plantation
Utilities. Inc. vs. The FPublic Service Commission of

South Carolina, 312 S5.C. 448, 441 S.E.

ka

d 32 (19%4: the

court held that "the burden of proof of reasonableness of

expenses incurred.......rests with the utilitv".

Further., the Court held that when payments are made to an
affiliate, a mere showing of actual pavment does not

establish a prima facie case of reascrnableness., The

Court went on To Say that allowance of chargss arising

when there is an abseance of datz and information which
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cost of such service. Hilton Head Plamtation Htilitiss,
Inc. v. PSC, supra.

The utility further contends that ths parent is
responsible for oroviding services for "Plant

Expansion/Capital additional arnzlysis and review'". (Se

1}

ITtem SA of the Management Service Agreement dated January

1993). &Staff does not object to the added responsibility
since the parent is responsible for the sale of land
througﬁout the island. However, the Chart of Accounts
for Water and Sewer Companies, adopted by this
Commission, at Accounting Instruction Number 20, clearly
defines these expenses as a cost of Construction and not
as an expense item.

Staff 1s of the opinion that the monthly management fee

of $£3,000 addressed and approved by this Commission in
ths last ordes 1S aporoprizis. The differsncse in Sizff‘s
annualized fee of #346,000 and the zamnual fes on ths
Company’s books of 100,000 results in a decresass of
£54,000,

Item No. 12, Tank Painting, (32ZB.4&76)

During the test year, the Company paid for its share of
paintinag the water tank on John’s Island in the amount of
$43,014. Considering the number of tanks necessary for

rendering service, including those within its own service

_6_
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o5t should be amortized ov

area, Staff fsels thi

n
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three-year period. Staff, then, removed two-thirds, or
$28,676, of the painting expenses.

Item No. 13, Rate Case Expenses., $4,224

The Company proposad to increase rate case expenses based
on the same amount allowed in the last case of $£10,8264.
Staff is proposing the current amount through October 4.
1995. The Company will have the option at the hearing to
brimg the expenses up to date if sufficient evidence is

nresentad for approval.

item BMo. 148, Contributions Below-The-Lins. (£2_.594)
Staff agreses with the contributions proposed by ths

Company. During Staff’s samole, Staff found additional
expensas for flowers to emplovess, Christmas party
gxpenses and other 1tems amounting to $£719 that should

also be removed for ratemaking purposes.

Item No. 15, Consulting and lLegal Fees., {($13.579)

Staff’'s sample of exDenses_revealed the company incurred
consulting fees of $46,302 and legal fees of $13,8467 for
hearings before this Commission regarding telemetry of
irrigation customers and the Eugenia Avenue Sewer

Project. Staff is of the copinion that these items should

be prorated over a three-year period similar fto a rate
case expenss. fwo-thirds of the eupense of F20,.3&48 has
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In its

Item hNo. 146,

Amortize

Legal Expenses and Related

Accounts ($4.,3565)

During the test vear,

the Utility incurred legal fees of

$6,347 related to the installation of devices in largs
ifrigation custiomers’ Systams in ordar to cut the water
off if the need arose -- such as for fire protection.
Staff belisves thsses lsegal fsss should be amortized aovar

No. 17, Engineering Expenses and related accounts.
($82.335)
adjustments, the Company proposed to include =z

three-vear average of 54,454 for consulting fees,

reduction
test vear,
"Fir

provide

services

to per book

e

for the total system.

Protection' and

expenses shcould be capitalized rather than
ITtem Mo. 18, Incomes Taxes, {($12.000})
During ths vear,. thes utility pzid azam estim
Incame Tax of 12,000, Eimce ¥

arising from

Number 31.)

...4
<
m
93]

a¥es will be computed bass

the ‘Proposed Increase’ as

expenses of $46,790.

"Water Model"

1 income Tax S:DENSE.

or a

During the

the utility hired two engineering firms to

engineering

Staff feels these

expensed.

M

{Mote, howsv

[

d on taxabe incoms

shown 1in Item
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Item RNo. 19, Legal fess Tor Law Suit {£24.2565)

During the test yvear the utility was sued for not
adequately providing fire protection aftsr two houses
were burned. Staff feels it is incumbent upon the
utility to protect its assets to the advantage of the
Ratepavers as well as the Stockholders. However, Staff
is of the opinion that the legal expenses of $26,265
should be deferred until the law suit is settled.

Item No. 20, Sludge Removal, $0.00

Beginning in September 1994, the Company began removing
sludge from Holding Cell #2. Since the original contract
was %50,000, the company has proposed the fTunds be

included in ifts Operation and Maintenance sxpsnse far the

on over many years and would therefore bsg
unfzir *to the ratepavers to include the total amount in
ane lump sum. Staff proposses (o deny the adjiusitmant by
the company amounting to $50.000.

Item No. 21, Lease Rental. ($33,000)

In July, 1993, the Udtility entered into an agreement *c
lease approximately 2.3 acres of land from its parent,
KRA L.P. for $66,000 per annum. During the test period
the Utility paid the parent #33,000 for one-half ysar’s
rental. Since this contract has not been approved by

this Commission, Staff proposes the expense be danmisd.

-G~
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Item Mo. 22, Annualizsd Depreciation, 22,733

Staff annualized depreciation on plant in service as of
the end of the test year December 31, 1995. Even though
the Company did not propose this adjustmen{, Staff feels
that this is a standard adjustment that fully falls

within the realm of ‘known and measurable’ changes and

Item RMo. 23, Plant Sdditions for 1995 and 193456,
£2.625,517. Depreciation Expense, $£2461.700 and Helatsd
Accounts

Staff has, on occasions, accepted major additions beyond

the test year when such additions will have a severe
fimancial impact upon the fimancial integrity of the
utility. However, the additions must be completed and
‘used and useful’ in rendering service. (See, for
example, Piedmont Natural Gas Company.)

The company inadvertently omitted depreciation expense
from the adjustments but, however, added the amount to

+the accumulated depreciation. The Company also included

a project called the Eugenia Avenue Extension but
construction in the amount of F300,000 will not begin
until February 1297. Btaff is of the opinion that this
oroisct does not mest the standards for inclusion in

plant in service and the related accounts.

I+tem Mo. 25. ‘0Ocean Course Extension’ ($323.642)

_10_
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